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The Employee Benefit Plan Audit Quality Center (EBPAQC) Executive Committee is pleased to
submit testimony to the ERISA Advisory Council on behalf of the American Institute of
Certified Public Accountants (AICPA). The EBPAQC is a firm-based voluntary membership
center with over 2,300 CPA member firms that audit employee benefit plans.
We applaud the Council’s focus on outsourced services, including selecting and monitoring
service providers. Effective selection and monitoring programs help ensure the plan sponsor is
meeting its fiduciary responsibilities. Effective monitoring also helps the plan sponsor gauge the
quality of services performed by the service provider and provides valuable information
regarding the service organization’s controls and their effectiveness, and can be helpful in
identifying potential cost savings, areas for improved efficiencies, and opportunities to improve
participant satisfaction.
While independent auditors of plan financial statements are not directly involved in the plan’s
decision to outsource plan activities or monitor outside service providers, independent auditors
do assess the risks of material misstatement in the plan’s financial statements through
understanding the plan and its environment, including the plan's internal control and outsourced
activity relating to plan recordkeeping and reporting functions. As such, our remarks will focus
on trends auditors are seeing with respect to outsourcing activities and best practices for selecting
and monitoring service providers that perform services that affect the plan’s financial reporting.
Trends in Outsourcing
In general, some plan auditors have seen an increase in plan sponsors that are considering
outsourcing functions related to both defined benefit (DB) and defined contribution (DC)
plans. As a result, some service providers are offering more services—the demand from
sponsors creates more supply in terms of a greater variety of outsourcing options being offered
by service providers. A sponsor already outsourcing certain plan functions seems more likely to
increase its use of other outsourced activities by bundling additional services together.
The decision to outsource may be based on many factors, including but not limited to the
company’s philosophy, the number of internal staff and their skill and proficiency level, the cost
of outsourcing versus performing the functions internally, and the desire to free up internal staff
to focus on tasks unrelated to the benefits programs such as corporate duties and strategic
initiatives.

Generally sponsors appear to be maintaining control over strategy (e.g., roles/responsibilities,
investment strategy, asset allocation), but many seem to be moving to outsource investment
management as well as administration and implementation.
Following are several observations on the most commonly outsourced services and trends in
outsourcing:


Investment management functions in both large and small DB plans.
o An increase in investment complexity (including the use of derivatives) to obtain
a specific investment objective.
o An increase in the use of separately managed accounts, mainly in larger defined
benefit plans, the management of which is 100% outsourced. In general, for plans
audited by larger audit firms, the organizations managing these assets are large
and reputable fixed income managers.



Recordkeeping functions for both large and small plans—both DB and DC—including
administration of deferred vested and retirees for DB plans are outsourced by most plans
of all types. Most of the recordkeepers for the plans audited by larger audit firms are the
very large and reputable organizations where type 2 SOC 1 reports are available (see a
discussion of SOC 1 reports in the Best Practices section of this testimony).



Outsourcing trustee/custodial functions for both large and small plans also is a common
practice among most plans of all types. Most of the trustees/custodians providing
services for the plans audited by larger firms are the very large and reputable
organizations where type 2 SOC 1 reports are available.



Actuarial valuation services for both large and small DB and health and welfare (H&W)
plans. This includes financial statement disclosures preparation as well as benefit
payment calculation services. Most of the actuarial firms used by the plans audited by
larger audit firms are the very large and reputable actuarial firms.



Claims processing for H&W plans, including the processing of medical, dental, and
disability claims. Most of the claims providers used by the plans audited by larger audit
firms are the very large and reputable organizations where type 2 SOC 1 reports are
available.



Form 5500 preparation, particularly for the larger plans that have more complex filings,
and plans that are part of a larger master trust.



Financial statement compilation (on a more on a limited basis) where companies have
minimal internal resources available and an overall lack of available individuals with a
financial accounting background (smaller plans for the most part).

Based on our experience, standards are lacking with respect to monitoring outsourced service
providers, including identification of performance standards, benchmarking of costs and
mitigating conflicts of interest. We see many situations in which monitoring is not done
regularly and in a systematic, prudent manner.
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Best Practices in Selecting Outsourced Employee Benefit Plan Service Providers
The DOL’s publication, Meeting Your Fiduciary Responsibilities, identifies a number of best
practices for selecting service providers. Following are other important best practices we believe
plan sponsors should consider when hiring a service provider:







The ability of the plan sponsor/administrator to access data maintained by the service
provider on both a daily and annual basis;
The service provider obtaining a Service Organization Control (SOC 1SM) report,
(discussed in further detail later in this testimony);
Whether the service organization hired to prepare the plan’s financial statements will
provide the plan sponsor with the support they need to understand those financial
statements.
Whether the service agreement between the plan sponsor and the service provider is
complete and provides adequate protections for the plan. The service agreement should
include predetermined communication and follow-up procedures between the service
provider and the plan sponsor in the event of operational issues or other problems
identified by the service provider.
Including certain financial and control measures in the third-party service provider
contract. Plan sponsors should perform a periodic review of follow-up procedures as well
as financial and control measures in the contract to ensure they are in place and
functioning properly. This can be achieved by requesting that the service provider’s
periodic reporting cover financial and control measures such as the accuracy and
timeliness of recording participant transactions, and other measures identified in the
contract.

Best Practices in Monitoring Outsourced Employee Benefit Plan Service Providers
When a plan sponsor hires one or more service providers to handle plan administration functions,
the agreement typically establishes that the service provider(s) assumes liability for its
performance of those functions. However, because a part of a plan sponsor’s fiduciary
responsibilities require that he or she periodically monitor the service provider to ensure they are
properly performing the agreed-upon services it also is important that the plan sponsor document
its monitoring processes.
If the plan sponsor uses one or more service providers to handle the various plan administration
functions, the activities of each service provider should be monitored. When monitoring the
service organizations, the plan sponsor should:







Read any reports they provide, including SOC 1 reports
Put user controls in place and monitor them on a regular basis
Review the service provider’s performance,
Ask about policies and practices,
Check actual fees charged, and
Follow up on participant complaints.

Depending on the size and complexity of the plan(s) involved, it may be appropriate to contact
the service provider as often as daily, weekly, monthly, or quarterly, but no less frequently than
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annually. Face-to-face meetings can take place either at the plan sponsor’s place of business or
the service provider’s.
Understanding and Monitoring the Service Provider’s Processes and Controls
An effective approach to help the plan sponsor understand and monitor the quality and
effectiveness of the service provider’s processes and controls is to request a report on
controls at the service organization that affect the data and other information provided
to the plan and included in the plan’s financial statements. Such reports are commonly
referred to as SOC 1 reports and are provided by a CPA who performs an examination of
controls at the service organization under AICPA Professional Standards (these reports
were previously referred to as SAS 70 reports). Concern over the quality of accounting
information, increased reliance on outsourcing, and increased use of technology in plan
administration services has resulted in greater demand for these reports . Additional
information about SOC 1 reports can be found in the attached EBPAQC Plan Advisory,
Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.
SOC 1 reports can be extremely important to plan sponsors in fulfilling their
fiduciary duty to monitor their service organization; as such, they should obtain and
read a copy each year. However, service organizations are not required to furnish
SOC 1 reports. Because these reports are so important to the plan sponsor, as noted
previously it is in the plan sponsor’s best interest to make certain when hiring or
retaining the service organization that the service organization agrees to obtain a SOC
1 report.
Onsite Visits to Service Providers
Onsite visits by the plan sponsor at the service organization are an effective way to review its
operations and controls. Such visits may be performed by an individual or a team from Corporate
Finance or Human Resources. If this is not practical, phone calls and email contact may be an
acceptable alternative. The plan sponsor may decide that spot-checks of certain transactions are
necessary to determine the quality and accuracy of the service provider’s work. This may be
especially true when an appropriate SOC 1 report is not available from the service provider.
We recommend that plan sponsors that perform on-site reviews prepare an agenda that addresses
all pertinent issues and areas. While on-site, the plan sponsor should tour the facility to get a feel
for the operation and atmosphere of the service provider, meet with the employees who perform
the work on the account, and walk through some of the more critical processes. The meeting or
phone call itself should include not only the customer service representative, but the account
supervisors and manager as well.
Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions, includes a list
of discussion items to consider when performing an on-site visit to a service provider that
performs recordkeeping and reporting functions for the plan.
Reviewing Information and Documents Provided by Service Providers
It is important to note that the plan administrator (which may be the plan sponsor)
remains primarily responsible for filing complete and accurate plan financial statements
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and Form 5500 information with the DOL. Inaccurate or incomplete filings can result in
the Form 5500 being rejected by the DOL with significant penalties assessed on the plan
administrator. Therefore, it is important that the plan sponsor ensure that the plan
administrator is receiving reliable and accurate information from the service
organization.
The plan sponsor should periodically review the plan reports prepared by the service
organization for consistency, completeness, and reasonableness. A key component of
this review is the consistency of the information in the reports pertaining to the plan
and its operations.
We also recommend a review of account reconciliations performed and a comparison of
specific amounts in the reports with the client data used in the reconciliations (e.g., the
amount of contributions made by the plan sponsor and/or plan participants). In
addition, the plan sponsor should check to ensure that reconciling items are specifically
identified, and that they clear in a timely manner.
Analytical review procedures performed on account balances and activity is an
effective way for plan sponsors to determine that the information being reported
by the service provider is reasonable. Man y p l ans m onit or and t rack investment
management performance and compared it to a prescribed benchmark on a regular basis.
Investment distribution/rebalancing also may be monitored on a regular basis so that the
plan sponsor is aware of the specific investment mix at all times, including any swings
outside of management’s prescribed tolerance levels.
In addition, many companies routinely monitor the inputs that go into the actuarial valuation
analysis, including the raw census data. Before the financial statement valuation reports are
finalized, a review is performed to ensure that the outputs contained within the respective reports
make sense.
Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions
includes specific recommendations for procedures plan sponsors should perform with
regard to periodic review of plan reports, account reconciliations, and analytical
procedures.
Other Monitoring
The plan sponsor should evaluate the reasonableness of fees charged for the services, the quality
of the services provided, the quality of the service provider’s operations, and the availability of a
SOC 1 report. Many companies perform periodic fee benchmarking analyses for all of their
service providers to ensure that the fees appear reasonable and in line with the perceived value
that they are receiving.
Participants should have a formalized process to submit questions or file complaints. Plan
sponsors should maintain a complaint log and ensure that all questions/complaints are followed
up on and resolved in a timely manner.
In addition, the DOL states in Meeting Your Fiduciary Responsibilities that an employer should
establish and follow a formal review process at reasonable intervals to decide if it wants to
continue using the current service providers or look for replacements.
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Conclusion
Thank you for your interest in this important matter and the opportunity to submit testimony to
the ERISA Advisory Council.
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